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Board of Directors Louisiana Free-Net, Inc. 1600 Canal St., Suite 527 New Orleans, Louisiana 
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INDEPENI)ENT AUDITOR'S REPORT 
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August 29, 2000 

We haw: andited the accompanying statement of financial position of I,ouisiana Free-Net, Inc. (a Louisiana nonprofit c(nporation) as of June 30, 2000 and the related statements of activities and cash flows for the year then ended. These financial statements are the responsibility of the Organization's management. Our res;ponsibility is to express an opinion on these financial statements based on our audit. We conducted our audit in accordance with generally accepted auditing standards and the standards applicable to financial audits contained in Govermnent Auditing Standards, issued by the Comptroller General of the l.Jnited States. Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit includes exmnining, on a test basis, evidence supporting the amounls and disclosures in the financial statemenls. An audit also includes assessing the accounting principles used and significanl estimates made by management, as well as evaluating the overall financial statement presentation. We believe that our audit provides a reasonable basis for our opinion. In our opinion, the financial statements referred to in the frst paragraph present fairly, in all material respects, the financial position of Louisiana Free-Net, Inc. as of June 30, 2000, mid the changes in its net assets and its cash flows for the year then ended in conformity with generally accepted accounting principles. 
The accompanying financial statements have been prepared assuming that Louisiana Free-Net, Inc. will continue as ,~ going concern. As discussed in Note 91o the financial statements, the Organization has lost its major source of revenue which raises substantial doubt about its ability to continue as a going concern, Managemenf's plan regarding this matter is also described in Note 9. ]n accordance with Government Auditing Standards, we have also issued our report dated August 29, 2000 on our consideration of Louisiana Free-Net, Inc.'s internal control over financial reporting and our tests of its COlnl~liance with certain provisions of laws, regulations, contracts and grants. That report is an integral parl of an audit performed in accordance with Government Auditing Standards mid should be read in conjunction with this report in considering the results of our audit. 



 

LOUISIANA FREE-NET, INC. STATEMENT OF FINANCIAL POSITION JUNE30~O 

CURRENT ASSETS: Cash (Note 1) Accounts receivable (Notes 1 and 6) Total current assets TOTAL ASSETS 

AS$!~S 

ABll JT1ES AND NET ASSETS CURRENT LIABII,ITIES: Accounts payable Due to State of Louisiana Due to Greater New Orleans Free-Net Total current liabilities NET ASSETS: (Noles 1 and 5) Unrestricted Total net assets 
TOTAL LIABII,I1'IES AND NET ASSETS 

See accompanying notes 
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51,893 34.456 86.349 $___ 86,349 

32,217 43,500 8.569 84,286 
2.063 2.063 

_ 86,349 



 

LOUISIANA FREE-NET, INC. STATEMENT OF ACTIVITIES FOR T1 IF, YF̀AR F̀NI)12FI II NF̀ 30 2000 

UNRESTRICTED NET ASSETS REVENUE: Slate of Louisiana - C.ooperativc Endeavor Agreement (Noles 6 and 9) Total revenue EXPENSES: (Note 1) Program Support services: Administrative and general Total expenscs DECREASE IN IJNRESTRICTED NET ASSETS Net assets - bcginning of year as previously repolled Prior period adjustment -correction in accrual of accounts payable (Note 8) Net assets - begin ning of year, as restated NET ASSETS - END OF YEAR 

Scc accompanying notes 
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503.656 503.656 
577,716 105.787 683.503 
_ (179,847) 147,386 
34,524 181.910 2,063 



 

LOUISIANA FREE-NET, INC. STATEMENT OF CAStt FLOWS 

CASH FLOWS FROM OPERATING ACTIVITIES: Decrease in urlreslricted net assets Adjustments to reconeile decrease in unrestricted net assets to cash used by operating activities: Depreciation Disposal of computer equipment Increase ill accounts receivable Decrease in accounts payable Decrease in due to Greater New Orleans Free-Net Increase in due to State of Louisimaa Decrease in payroll taxes Decrease in accrued expenses Net cash used by operating activities (;ASH FLOWS FROM FINANCING ACTIVH'IES Proceeds from loan Payments of loan Net cash used by financing activities NET DECREASE IN CASIt AND CASH EQUIVAI.ENTS ('ash and cash equivalents at beginning of year CASIt AND CASH EQUIVALENTS AT END OF YEAR 
SUPPLEMENTAl ~ DISCLOSURE Interest paid Income taxes 

See accompanying notes 

$ $ 
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$ (179,847) 
38,527 106,796 (3,064) (87,038) (I 1,690) 43,500 (17,633) (3,580) (114,029_) 
16,800 (16,800) 
(114,029) ___ 165,922 51.893 
750 



ORGANIZATION 
LOUISIANA FREE-NET, INC. NOTES TO FINANCIAL STATEMENTS Lt___~E 330~329_00 
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The Louisiana Free-Net was organized on July 31, 1997. The Louisiana Free-Net is a nonprofit electronic eonnmmity network, which provides interact access and training for a fifteen parish area. Substantially all of it,; revenue is derived from lhe Cooperative Endeavor Agreement with the State of Louisiana. SUMMARY OI7 SIGNIFICANT ACCOUNTING POLICIES 
A sunnnary of the significant accounting policies applied in the preparation of the accompanying, financial stalements is as follows: Basis of Accounting.and Presanlafio The financial statements of the Organization are prepared on the accrual basis. Under the accrual method of accounting, revenue is recognized when earned and expenses are recognized when incurred. Financial statement presentation follows the recommendations of the Financial Accounting Standards Board in its Statement of Financial Accounting Standards No. 117, Financial Statements of Not-for-l'rofit Organizations. The Organization reports anaounts received in the current year with donor imposed restrictions as restricted only if these anaounts are unused at the end of the year. All other mnounts are reported as unrestricted. The stalemenl of activities presents expenses of the Organization's operations functionally between program services and administrative and general. Those expenses which cannot be functionally categorized are allocated among functions based upon mana~,ement's estimate of usage applicable to conducting those funetiolas. Accounts Receivable Accounts receivable are charged off as uncollectible at the time their worthlessness is established. Use of this method does not result in a material difference from the valuation method required by generally accepted accounting principles. Statement of Cash Flows 
As required by generally accepted accotmting principles the financial statements include a statement of cash flows showing cash provided and used by operating, investment, and financing activities. 
For puq~oses of implementing the: cash flow statement, the Organization has defined cash equivalents as those amounts included in the statement of financial position caption "Cash." 



 

LOUI SIANA FREE-NET, INC. NOTES TO FINANCIAL STATEMENTS J_U _N_ r_ L3_0_,_2. 0_ 0~ 
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES Promises_q'~_Gige (Continued) 
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Gifts are recognized when fl~e donor makes a promise to give to the Organization that is, in substance, unconditional. Gifts that are restricted by the donor are reported as increases in unrestricled net assets if the restrictions expire in the year in which the gifts are recognized. All other donor-restricted gifts are reported as increases in temporarily or pem3anently restricted net assets depending on the nature of the restrictions. When a restriction expires, temporarily restricted net assets are reclassified to unrestricted net assets. The Organization uses the allowmace method to determine unconditional promises receivable. The allowance is based on historical experience mad management's analysis of specific promises made, C o mRu t qr_t!;qu i l~2n e J! t 
Computer equipment was carried at cost and depreciated over its estimated useful life of five years using the straight-line method of depreciation. Depreciation expense for the year ended June 30, 2000 was $38,527. ])on ate~[SeD:i~gs 
No amounts have been reflected in file financial statements for donated services. Donated services wcrc not recorded due to the fact that the value of these services was not readily determinable. The amount of donated services is not considered significmlt. However, volunteers have donated time to tbe Organization's program and general and administrative services. 2. I N COMIC0 ' .A X_b2~.S_ The Organization is exempt from income taxes under the Internal Revenue Code Section 501 (c)(3). The Organization files federal form 990 "Return of Organizalions Exempt from Income Tax." 3. RE L A'I'~ D P__A I_~_T_ Y Certain officers on the Board of Directors of the Louisimaa Free-Net are officers on the Board of Directors of the Greater New Orleans Free-Net. Additionally, both the Louisiana Free- Net and the Greater New Orleans Free-Net are under certain common controls by individuals who could exercise influence over their day-to-day decisions. 



 

LOUISIANA FREE-NET, INC. NOTES TO FINANCIAL STATEMENTS J[ J N_rlE _ 3 _0~22_0_00 

3. RELATI~_D t?_ .A[[_~Ty: (Continued) 
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Louisiana Free-Net has contracted with Greater New Orlemls Free-Net for the period July 1, 1999 thmu~,h June 30, 2000. The contract requires Greater New Orleans Free-Net, Inc. to manage, administer, m~d operate Louisiana Free-Net, Inc. In addition to payment of the services provided and in accordance with the temps of the contract between Louisiana Free-Net and the Greater New Orleans 1'tee-Net, Louisiana Free-Net, Inc. compensated Greater New Orleans Free-Net, Inc. by transferring equipment with a book value of $82,294. During the fiscal year ended June 30, 2000 the Louisiana Free-Net recorded expanses of $106,052 for this contract. The anaount due to Greater New Orleans Free-Net as of June 30, 2000 was $8,569. 
During the year ended June 30, 2000, Louisiana Free-Net received a loan from Greater New Orleans Free-Net in the amount of $16,800 which was paid back to the Organization in the current year. 
Grealer New Orleans Free-Net subleases office space to Louisiana Free-Net. The amount charged each nmnth is based on the amount of space used by Louisiana Free-Net. Louisiana Free- Net cmYently leases on a month to month hasis. Occupancy expense recorded during the fiscal year ended .hmc 30, 2000 amounted to $28,526. 4. _ESTIMA_T_I.!S The prcparalion of financial statements in conformity with generally accepted accounting principles requires management to make estimates and assumptions that affect certain reported anaounts and disclosures. Actual results could differ from those estimates. 

5. _NE'I~ASSE';I'S_]_~_E_I~EASED FROM RESTRICTIONS 
6 
Net assets are released from temporat7 donor restrictions by incurring expenses satisfying the restricted propose. 
COOPERATI VE ENI)EAVOR AGREEMENT: The Organization's major source of revenue is a Cooperative Endeavor Agreemeilt with the State of Louisiana Division of Administration. (See also note 9.) The agreement requires the Organization to offer a wide range of services relating to the intemel including intemet based training and providing affordable access to the internet for a variety of users. The agreement was effeetiw: beginning July 1, 1999 and terminated on June 30, 2000. Payments are made to the Organizat ion on a cost reimbursement basis. 



 

LOUISIANA FREE-NET, INC. NOTES TO FINANCIAL STATEMENTS J kJNE. _3_0_j0_00 
6. COOPERATIVE ENDEAVOR AGREEMENT (Continued) 
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The Organization requested and received $500,000 from the Division of Administration under the Cooperative Endeavor Agreement for the contract year July 1, 1999 through June 30, 2000. In addition, the Organization recorded revenue that was received in advance from the prior year in the amount of $47,156 to pay for expanses incurred during fiscal year ended June 30, 2000. The total revenue recorded for the period ended June 30, 2000 was $503,656. The remaining amount of $43,500 is recorded in the financial statements as a payable to the State of Louisiana Division of Administration as of June 30, 2000. 
For the year bed,timing July 1, 2000, the Organization does not have a new Cooperative Endeaw~r Agreement with the State of Louisiana Division of Administration. 7. CONCt!NTRATION OF CREDIT RISK: 
From time to time throughout the yeal, the Organization's bank balance exceeded the $100,000 amount insured by the Federal Deposit Insurance Corporation. 8. PRIOR PI!;R1OD ADJUSTMENT Net assets at the beginning of 2000 has been adjusted to correct an accrual of accounts payable made in 1999. Had the accrual not been recorded, net income for 1999 would have been increased by $34,524. 9. GOING C?ONCt_{_R_N The Organization received substantially all of its revenue from the State of Louisiana Division of Administration Cooperative Endeavor Agreement. (See also note 6.) It was detemained that the Organization will not receive this source of revenue in the subsequent year and this has caused a severe impact on the Orgmfization's ability to conlinue as a going concern. Management's plan is to find grantors or contributors, otherwise discontinue the Organization's programs and activities. 



 

INDEI~ENDENT AUDITOR'S REPORT ON COMPLIANCE AN[) ON INTI~RNAI., CONTROL OVER FINANCIAL REPORTING BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS FOR THE YEAR ENDED JUNE 30. 2000 

To the Board of Direclors Louisiana Free-Net, ]nc. 
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August 29, 2000 

We have audited the financial statements of Louisiana Free-Net, Inc. as of June 30, 2000 and for the year then and have issued our report thereon dated August 29, 2000. We conducted our audit in accordance with generally accepted auditing standards mad the standards applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller General of the United States. Compliance As part of oblaining reasonable assurance about whether Louisiana Free-Net, Inc.'s financial statements are flee ofmatcrial misstatement, we performed tests of its compliance with certain provisions of Jaws, regulations, contracts and grants, noncompliance with which could have a direct and material effect on the determination of financial statement amounts. However, providing an opinion on compliance with lhose provisions was not an objective of our audit wad, accordingly, we do not express such an opinion. The results of our tests disclosed no instances of noncompliance that are required to be reported under Government Auditing Standards. lnlemal Control Over Financial Reporting In planning and performing our audit, we considered the Greater New Orleans Free-Net, lnc.'s internal conlrol over financial reporting in order to determine our auditing procedures for the purpose of expressing ou~ opinion on the fnancial statements and not to provide assurance on the internal control over financial reporting. Our consideration of the internal control over financial reporting would not necessarily disclose all matters in the internal control over financial reporting that might be material weaknesses. A material weakness is a condition in which the design or operation of one or more of the internal control components does not reduce to a relatively low level the risk that misstatements in amounts that would me material in relation to the financial statements being audited may occur and not be detected within a timely period by employees in the normal course of performing their assigned funelions. We noted no matters involving the inlernal control over financial reporting and its operation that we consider to be material weaknesses. This report is intended for the information of the Board of Directors, mmmgement and federal and slate awarding agencies and pass-through entities wad is not intended to be and should not be used by anyone olher lhan these specified parties. Under Louisiana Revised Statute 24:513, this report is distributed by the Legislative Auditor as a public document. 



 

LOUISIANA FREE-NET, INC. SUMMARY SCHEDULE OF PRIOR YEAR FINDINGS FOR THE YEAR ENDED JUNE 30, 2000 
99-01 - Cash Disbursements 
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The Louisiana Free-Net's Cooperative Endeavor Agreement with the State of Louisiana Division of Administration requires that payments be made on a cost reimbursement basis with reference to specific line ilems within a budget which was pre-approved by the State of Louisiana. Dating our testing we discovered several disbursements, for which Louisiana Free-Net had received reimbursement from the State of Louisiana that were not classified correctly when applied to the pre-approved budget. Procedures should be implemented to increase controls over the cash disbursement system and ensure compliance with the Cooperative Endeavor Agreement. 
]'his issue has been corrected 

9_9-02 - Cash D is__bu_~N~Lg_cnt,_s_ We were unable to locate supporting documentation for several disbursements which Louisiana Free-Net had received reimbursement from the Stale of Louisiana. For those disbursements we were also not able Io determine iflhey were classified correctly in relation to the pro-approved budget. Procedures should be implemenled to increase controls over the cash disbursement system and ensure compliance with the Coopcraiivc Endeavor Agreement. Tiffs issue has been correcled. 
99-03 - Cooper at_iveEndeav_qr Agreement The Cooperative Endeavor Agreement the Organization has with the State of Louisiana Division of Administration allows for reimbursement of eligible expenses incurred from July 1, 1998 through June 30, 1999. The Organizalion received from file Division of Administration $47,156 subsequent to June 30, 1999, under this agreement for reimbursement of expenses which were incurred subsequent to June 30, 1999. We recommend the Organization use more care when requesting funds raider its Cooperative Endeavor Agreements with the Stale of Louisiana Division of Administration to ensure that mnounts requested under each grant are for the proper period. 
This issue has been corrected 



99-04 - Cash at Bank 

LOUI SIANA FREE-NET, INC. SUMMARY SCHEDULE OF PRIOR YEAR FINDINGS FOR THE YEAR ENDED JUNE 30. 2 

PAGE 11 (Continued) 

In perfomling audit procedures on cash, it was detennined that Louisiana Free-Net did not always timely reconcile the cash bank balmace to the cash balance recorded on the general ledger. The lack of controls in this area could lead to material misstatements of cash and the possibility of the loss of cash. To safeguard assets, we recommend that a monthly reconciliation be performed in a timely rammer which reconciles the bank balance to the general ledger balance. This issue has been corrected 
.99-05 - Compt!!.e!Lt_~qt!ilLme_jLt In performing audit procedures on Louisiana Free-Net's computer equipment, it was detemained that the controls over the Organization's properly and equipment were deficient in several areas. These included not having a completed equipment inventory report, a lack of fomaal approval of ccrtain significant equipment purchases, and a lack of formal documentation or authorization on equipment ira use at other locations or equipment donated for use under Free-Net programs. If these controls are not corrected, there could be a material effect on the financial statements due to unauthorized acquisition, use, or disposition of the Organization's equipment. For internal controls over safeguarding equipment, we recommend that an equipment inventory report be completed with the equipment being tagged ira order to identify the organization's ownership, all significant equipment purchases approved by the board, and docmnenlalion and authorization forms should be completed for any equipment in use at other locations or donated for use under Free-Net programs. 
This issue has been COrTected 


